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FINANCIAL FACTS AT A GLANCE 


cr 

FISCAL YEAR 



i- 

1948 


1947 


53 WEEKS 


52 WEEKS 

1 




NUMBER OF STORES IN OPERATION 

367 


384 

Supermarkets or Self-Service Stores 

248 


226 

Counter-type Stores 

119 


158 

SALES 




An Increase of 6% over 1947 

$169 7 202 # 900 


$159/509,376 

NET EARNINGS 

2,356/370 


2,403/471 

Per Dollar of Sales 

1,4c 


1.5c 

Per Share of Common Stock 

3.26 


3.70 

DIVIDENDS PAID 

1,486/352 


1/120,266 

$50 Preferred, 4% Series 

113/900 


116,198 

$50 Preferred, 5 % Series Issued as of April 13, 1948 

62,529 


-- 

Common 

1,309/923 


1,004/068 

Per Share Common 

2.00 


1 *62 Vi 

EARNINGS RETAINED IN BUSINESS 

710,945 


1,283,036 

CURRENT ASSETS 

19,560/775 


17,477,722 

CURRENT LIABILITIES 

5,465/502 


5,522,792 

WORKING CAPITAL 

14,095,273 


11,954,930 

CURRENT ASSETS PER ONE DOLLAR 




OF CURRENT LIABILITIES 

3*59 


3.16 

DEBENTURES OUTSTANDING 

6/400,000 


5,750,000 

Series A, 3% 

5,650/000 


5,750,000 

Series B, 3V2% Issued January 5, 1949 

750,000 



NET WORTH 

14/187,048 


10,507,570 

Capital Paid In by Stockholders and Reinvested Earnings 
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Summarized from the financial statements on pages 13, 14, 15, and 16 







THE 

PRESIDENT'S 





Norfolk, Virginia 
March 1, 1949 


TO THE STOCKHOLDERS OF COLONIAL STORES INCORPORATED: 


Presented herewith is a report on your 
Company’s operations for the fiscal year end¬ 
ed January 1, 1949. The Company’s general 
progress during the year has added another 
successful chapter to Colonial’s history. 

SALES AND PROFITS: 

Total net sales for the fifty-three weeks 
ended January 1, 1949, were $169,202,900, 
the largest in our history, and represent an 
increase of 6% over the $159,509,376 in sales 
accomplished in the fifty-two weeks of 1947. 
Sales of supermarkets and self-service stores 
increased 15% over 1947 and these stores 
now contribute 88% of total sales volume. 
Sales of the small counter-type service stores 
decreased 31% during the year, principally 
due to replacement by supermarkets and con¬ 
versions to self-service operation. 

Net profit in 1948, after deduction of spe¬ 


cial charges aggregating $122,408, amounted 
to $2,356,370, or approximately 1.4c on each 
dollar of sales. This compares with net profit 
of $2,403,471, or 1.5c on each dollar of sales, 
in 1947. 

The special charges in 1948 represent the 
refund to the Federal Government of over¬ 
payments of slaughtering subsidies in the net 
amount of $54,863, and the loss arising from 
the destruction by fire of our Durham ware¬ 
house in the net amount of $67,545. 

DIVIDENDS AND 

PER SHARE EARNINGS: 

Dividend disbursements to preferred and 
common stockholders amounted to $1,486,- 
352, compared with $1,120,266 in 1947. 

Regular quarterly dividends aggregating 
$2.00 per share were paid on the preferred 
stock, 4% series, and regular dividends have 
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been paid at the annual rate of $2.50 per 
share on the preferred stock, 5% series, since 
the dates of issue thereof in April 1948. Net 
earnings for the year exceeded thirteen times 
these preferred stock dividend requirements. 

Common stock dividends were paid quar¬ 
terly at the rate of 50c per share, aggregating 
$2.00 per share, as compared with $1.62 V 2 on 
each share in 1947. Net earnings applicable 
to the 667,319 shares of common stock out¬ 
standing at year end were equivalent to $3.26 
per share. This compares with earnings of 
$3.70 per share on the 617,888 shares of com¬ 
mon stock outstanding at the close of 1947. 

The regular quarterly dividend on the pre¬ 
ferred stock and a dividend of 50c per share 
on the common stock were paid on March 1, 
1949. 

NEW FINANCING: 

Additional monies needed for the Com¬ 
pany’s development program were obtained 
by the sale and issuance in April 1948 of 40,- 
000 shares of $50 par value cumulative pre¬ 
ferred stock, 5% series, and the subscription 
by common stockholders, at a price of $21.50 
per share, of 49,431 shares of common stock. 
Over 93% of the common stockholders 
availed themselves of their rights under this 
offer. After deducting the related expenses, 


the net cash realized from this new financing 
was $2,858,705. 

On January 5, 1949, the Company sold pri¬ 
vately to an institutional investor, at par, 
$750,000 of Series B, 5Vz% sinking fund de¬ 
bentures, representing the remaining balance 
of such debentures authorized under the 
terms of the indenture securing the Com¬ 
pany’s debenture issue. On October 1, 1948, 
the first instalment of $100,000 was paid on 
the Series A, 3% sinking fund debentures. 
There is now outstanding a total of $6,400,- 
000 of both series, maturing $100,000 in 1949 
and in increasing amounts annually thereaft¬ 
er, with a balance of $1,970,000 becoming 
due on April 1, 1963. 

In accordance with the sinking fund re¬ 
quirements of the cumulative preferred stock, 
4% series, twelve hundred shares were pur¬ 
chased at a cost of $49,245 and retired during 
the year, leaving a balance outstanding at 
year end of 56,400 shares. 

The sinking fund requirements of the cu¬ 
mulative preferred stock, 5% series, based on 
1948 earnings, will require the appropriation 
of $32,902 on or before May 1, 1949. 

SURPLUS: 

Undistributed earnings for 1948 carried to 
earned surplus were $870,018. Discount and 
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EARNINGS AND DIVIDENDS 
PER SHARE 

After giving effect to two-for-one split June 17, 1946 
on outstanding shares of Common Stock 



1940 * 1941 1942 1943 1944 1945 1946**1947 1948 



STORES IN OPERATION 


AT YEAR END 


expenses of $159,073 in connection with the 
sale and issuance during the year of the 
preferred stock, 5% series, were charged 
to earned surplus, leaving a net increment 
of $710,945 to earned surplus and bringing 
the balance thereof on January 1, 1949, to 
$5,381,213. 

Capital Surplus increased $904,956, which 
represents the excess of the sale price over 
the par value of the common stock issued 
during the year, less expenses incurred in con¬ 
nection therewith. The balance of capital sur¬ 
plus at the end of the year was $1,717,538. 

No charges were made against the $600,- 
000 reserve for possible future inventory 
price declines and other contingencies set 
aside from earnings in 1946. This amount re¬ 
mains intact for future use by the Company. 

WORKING CAPITAL: 

Net working capital increased $2,140,343 
and amounted to $14,095,273 at year end. 
Current assets per one dollar of current lia¬ 
bilities increased from $3.16 at the close of 
1947 to $3.59 at the end of 1948. The increase 
in working capital and the improvement in 
ratios result from the unexpended proceeds 
of the new financing, together with undis¬ 
tributed earnings. 














































































INVENTORIES: 


Inventories at the close of 1948 amounted 
to $11,669,615, compared with $11,857,425 
at the end of 1947. While the inventory re¬ 
quirements of our expanding business con¬ 
tinue to increase, they have been offset during 
the year by the slightly lower prevailing 
wholesale prices and the temporary elimina¬ 
tion of our Durham warehouse stocks. 

EXPENDITURES FOR 
CAPITAL ASSETS; 

DEPRECIATION AND 

MAINTENANCE 

CHARGES: 

The substantial sum of $2,103,369 was ex¬ 
pended for new fixtures and equipment in 
stores and plant facilities in furtherance of 
the Company’s development program. Of this 
sum, $751,061 was provided from earnings 
by appropriation for depreciation and amor¬ 
tization of property. Expenditures for main¬ 
tenance and upkeep of our stores and service 
equipment aggregated $1,447,812. 


THE STORE OF TOMORROW became the Store of Today with the 
opening of Colonial's ultra modern food department store,complete 
with roof parking, on Monticello Avenue in Norfolk, Virginia. 




ATLANTA'S FINEST. Complete food shopping under one roof features 
Colonial's new giant supermarket at Washington Street and Memorial 
Drive in Atlanta, Georgia. Five complete stores in one . . . grocery, 
meat, produce, bakery and delicatessen. 

PROPERTIES AND EQUIPMENT: 

At the close of the fiscal year 1948, three 
hundred and sixty-seven stores were in opera¬ 
tion, of which two hundred and forty-eight 
were supermarkets and self-service stores and 
one hundred and nineteen were small counter¬ 
type service stores. The development of the 
Company’s store system was actively contin¬ 
ued. Thirty-two new supermarkets and self- 
service stores were opened, ten of which were 
replacements of existing locations. Twenty- 
six supermarkets were enlarged and modern¬ 
ized. A number of additional supermarkets 
are now in varying stages of construction and 
are expected to be in operation during the 
early months of 1949. It is our intention to 
continue the program initiated several years 
ago by opening new supermarkets and clos¬ 
ing the less profitable counter-type stores 
which they replace. 

Your Company’s large modern warehouse, 
leased at Durham, North Carolina, was to- 
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tally destroyed by fire in October. All stocks 
of merchandise and equipment in the build¬ 
ing were destroyed or damaged, representing 
a loss of $1,659,154, substantially all of which 
was recovered through insurance and salvage. 

The loss of the Dur¬ 
ham warehouse has 
been partially abat¬ 
ed by the opening of 
a temporary ware¬ 
house at Camp But- 
ner, North Carolina. 
Plans are being con¬ 
sidered for perma¬ 
nent warehousing 
facilities in North 
Carolina. 

It is expected that 
our new warehouse 
at Columbia, South Carolina, shown on pages 
8 and 9 of this Report, will begin operations 
early in 1949. This new unit should prove 
invaluable to the stores it will supply by pro¬ 
viding quicker and more efficient service and 
completely adequate stocks of merchandise. 

It is also expected that construction of the 
new Atlanta warehouse will begin toward 
the end of 1949 unless unfavorable develop¬ 
ments make it prudent for your Management 
to defer this project. 


PERSONNEL: 

Throughout the year, in all departments 
of the business, our Colonial people showed 
a genuinely cooperative spirit . . . that same 
spirit which has, over the years, contributed 
so much to our success. Your Management is 
deeply appreciative of the importance of that 
contribution. 

Superintendents and store department man¬ 
agers enjoyed the first full year of benefits 
under the Incentive Compensation Plan 
adopted late in 1947, 
and further wage in¬ 
creases were effect¬ 
ed for all depart¬ 
ment heads, store 
clerks and hourly 
employees in keep¬ 
ing with our policy 
that all Colonials 
shall share fully in 
the success that we 
achieve. 

At the 1948 An¬ 
nual Meeting, Colo¬ 
nial stockholders au¬ 
thorized the establishment of a retirement 
plan for the benefit of the Company’s em¬ 
ployees. Preliminary studies had indicated 



JOHN B. COMMANDER, a Colonial 
veteran with twenty-two years of serv¬ 
ice, was promoted to the position of 
General Advertising Manager in July, 
1948, succeeding the late John P. Hall. 



WILLIAM L. RAMSEY, another Co¬ 
lonial veteran with twenty-two 
years of service, and formerly ad¬ 
ministrative assistant to the Execu¬ 
tive Vice President, was appointed 
to the newly created position of 
Director of Personnel and Public 
Relations in September, 1948. 
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that approximately eight hundred employees 
would participate and, on that basis, the 
annual cost of the plan to the Company was 
estimated at $254,000 before income taxes, or 
$150,000 after income taxes at present rates. 
Actually, when the plan was made effective 
on July 1, 1948, eleven hundred and nineteen 
employees elected to participate. Accordingly, 
the Company’s total annual contribution has 
been initially determined to be $365,554, or 
approximately $215,000 after income taxes at 
present rates. One-half of this initial cost has 
been charged to 1948 operations. 

Increased hospitalization benefits have been 
made available at no additional cost to em¬ 
ployees and our group life insurance was 
broadened in order that more Colonials 
might avail themselves of greater protection 
at the existing low cost for this insurance. 

Thirty more Colonials were welcomed into 
the ranks of our Twenty Year Service Club, 
increasing the membership to two hundred 
and seventy-three. In addition, four hundred 
and twenty-five members of our organiza¬ 
tion received five, ten and fifteen year serv¬ 
ice pins. 

The training courses first organized in 1946 
will continue through 1949 in order that we 
may further strengthen our organization and 
indoctrinate our new Colonial people with 


IN COLONIAL'S own modern testing laboratories every shipment of 
food is thoroughly checked. Constant supervision of quality/ purity 
and flavor safeguards the health of our customers. 

the "Courtesy-Satisfaction” our custo¬ 
mers have come to expect in Colonial Stores. 

FACING THE FUTURE: 

Food prices have shown a marked decline 
since the closing months of 1948. Although 
that decline has been gradual . . . even dif¬ 
ficult for the housewife to discern . . . never¬ 
theless, it is an actuality reflected in sales vol¬ 
ume. Indications are that the downward trend 
of prices may continue in the months ahead. 

Constantly rising costs of operations re¬ 
main a major problem. Our Colonial organ¬ 
ization, however, pledges itself anew that, 
without any sacrifice of quality or service, it 
will continue the policy of supplying its cus¬ 
tomers with a wide variety of food products 
at the lowest possible prices. 

Respectfully submitted, 



President 
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NEW COLONIAL STORES 
WAREHOUSE 

Columbia, South Carolina 


Architect's drav 
central warehoi 
the building p 
ties and a gara 
meeting room 
at Columbia, ( 








al Stores warehouse at Columbia, South Carolina. Now under construction, it is expected that this new 
square feet of floor space will be in operation early in 1949. # With a foundation of reinforced concrete, 
of structural steel and brick. The main building will contain the grocery and produce warehousing facili- 
npany's fleet of trucks. A partial second floor will house a delicatessen kitchen, offices and a cafeteria- 
employees. • Upon completion, this new functionally designed unit will replace existing warehouses 
, and will service more than 100 of the Company's stores in North Carolina, South Carolina and Georgia. 







DIRECTORS 


COLONIAL STORES INCORPORATED 

301-321 DUNMORE STREET • NORFOLK, VIRGINIA 


* Scott W. Allen 
John O. Chiles 

* Edward K. Dunn 
John M. Foster 


James W. Moss * Ellis D. Slater 
* Jansen Noyes ** Russell B. Stearns 
Hunter C. Phelan John Twohy, II 
Roger Preston C. T. Williams, Jr. 


Robert M. Hanes * Joseph Seitz ♦* cS™ ofTSfve commmee 


OFFICERS 


AUDITORS 


TRANSFER AGENTS 


Scott W. Allen. President 

Joseph Seitz. Executive Vice President 

J. W. Wood. Vice President 

W. C. Moseley. Vice President 

T. W. Kehoe. Assistant to the President 

W. C. Pender. Secretary 

J. B. Pollard. Treasurer 



Peat, Marwick, Mitchell & Co. 


Bankers Trust Company, New York, N. Y. 
Wachovia Bank and Trust Company, Raleigh, N. C. 


REGISTRARS 


Chemical Bank & Trust Company, New York, N. Y. 
First-Citizens Bank & Trust Company, Raleigh, N. C. 


TRUSTEE First National Bank, Atlanta, Ga. 

(Under Bond Indenture) 
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Atlanta, 


Georgia, 


February 7. I 949 ’ 


For the Fiscal Years ended January 1, 1949 (53 weeks) 
and December 27, 1947 (52 weeks) 


STATEMENTS OF 
PROFIT AND LOSS 


FISCAL YEAR ENDED 



January 1, 1949 

December 27,1947 


(53 Weeks) 

(52 Weeks) 

Net Sales. 

Cost of Goods Sold, including certain occupancy and buying 

$ 169,202,900 

$ 159,509,376 

expenses. 

Selling, General and Administrative Expenses, exclusive of 

142,446,699 

134,898,440 

certain occupancy and buying expenses. 

Provision for Depreciation and Amortization of Property, 
Plant and Equipment, exclusive of $3,181 included in 

21,766,539 

19,892,823 

net loss resulting from Durham warehouse fire . . . 

747,880 

542,333 


164,961,118 

155,333,596 

Operating Profit. 

Other Income (gain on disposal of equipment, interest, divi- 

4,241,782 

4,175,780 

dends and sundry receipts). 

64,213 

30,825 

Income Deductions (exclusive of special charges deducted 
below): 

Interest on 3% sinking fund debentures (including amorti¬ 

4,305,995 

4,206,605 

zation of debt expenses). 

181,046 

120,777 

Other interest. 

5,371 

14,450 

Profit before Provision for Taxes on Income and 

186,417 

135,227 

Special Charges. 

Provision for Taxes on Income (without reduction resulting 
from special charges): 

4,119,578 

4,071,378 

Federal. 

1,455,500 

1,497,407 

State . 

185,300 

170,500 


1,640,800 

1,667,907 

Profit before Special Charges. 

Special Charges: 

Refund to U. S. Government of collections therefrom in 
prior years of excessive meat subsidy claims, less ap¬ 

2,478,778 

2,403,471 

plicable Federal taxes on income ($57,487) .... 

Net loss resulting from Durham warehouse fire, less appli¬ 

54,863 


cable Federal taxes on income ($50,515). 

67,545 

— 


122,408 

— 

Net Profit. 

$ 2,356,370 

$ 2,403,471 


(See accompanying Notes to Financial Statements) 
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BALANCE SHEETS 


ASSETS 

January 1 

1949 

December 21 
1947 

Current Assets: 

Cash in banks and on hand. 

$ 5,555,347 

$ 4,651,117 

Amount receivable under sales agreements for properties 

under construction. 

1,596,024 

428,264 

Accounts receivable: 

Claims, allowances and other trade receivables .... 

356,009 

371,589 

Tax refunds and miscellaneous receivables (including 
officers and employees—Jan. 1, 1949, $18,121; Dec. 

27, 1947, $14,337). 

267,358 

29,845 


623,367 

401,434 

Less reserve for doubtful accounts. 

10,586 

11,204 


612,781 

390,230 

Inventories (note 1): 

Stores and markets. 

5,220,807 

4,834,504 

Warehouses and bakeries. 

5,774,908 

6,501,709 

Supplies. 

673.900 

521,212 


11,669,615 

11,857,425 

Insurance, taxes, licenses, etc., paid in advance .... 

127,008 

150,686 

Total Current Assets. 

19,560,775 

17,477,722 


Special Funds: 

Cash in self-insurance fund. 

Sinking fund for retirement of cumulative preferred stock, 
4% series (Jan. 1, 1949, cash; Dec. 27, 1947, 200 shares, 
at cost). 

Investments: 

Cash surrender value of life insurance policies (face 

amount $317,500). 

Investment in common stock of National Food Products 
Corporation (affiliated company)—at value determined 
at date of merger as of December 19, 1940 (quoted 
market value—Jan. 1, 1949, $64,103; Dec. 27, 1947, 

$71,595). 

Miscellaneous. 

Property, Plant and Equipment—at cost: 

Land. 

Buildings. 

Fixtures and equipment. 

Transportation equipment. 

Improvements to leased premises. 

Less reserves for depreciation and amortization . . . . 

CJnamortized Funded Debt Expenses. 


86,438 


6,988 

93,426 


156,063 


7,992 

2,405 

166,460 

65,437 
100,448 
7,193,082 
1,089,806 
346,626 
8,795,399 
3,390,771 
5,404,628 
63,699 
$ 25,288,988 


71,853 


9,200 

81,053 


148,436 


7,992 

2,537 

158,965 

76,757 
102,614 
5,777,257 
975,909 
288,374 
7,220,911 
3,255,792 
3,965,119 
69,356 
$ 21,752,215 


{See accompanying Notes to Financial Statements ) 
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As of January 1 , 1 949 and December 27, 1947 


LIABILITIES 

Current Liabilities: 

Accounts payable—trade. 

Taxes, etc., withheld from employees’ compensation . . 

Accrued liabilities: 

Salaries and wages. 

Taxes (other than taxes on income). 

Interest. 

Miscellaneous. 


Provision for taxes on income. 

Current sinking fund instalments on 3% debentures . . . 

Total Current Liabilities. 

y/c Sinking Fund Debentures, Series A (instalments due an¬ 
nually increasing from $100,000 in 1948 to $350,000 
in 1962; balance $1,750,000, due April 1, 1963)— 

(note 2). 

Less current instalments included among current liabilities . 


Reserve for Self-Insurance of Minor Risks ( contra ) . . . . 

Capital Stock and Surplus: 

Capital stock: 

Cumulative preferred stock of $50 par value per share 
(note 3): 

Authorized, 100,000 shares—issuable in series 
Outstanding: 

4% series—Jan. 1, 1949, 56,400 shares; Dec. 27, 

1947, 57,600 shares. 

5% series—40,000 shares. 

Common stock of $2.50 par value per share: 

Authorized, 1,000,000 shares 

Outstanding—Jan. 1, 1949, 667,319 shares; Dec. 27, 
1947, 617,888 shares. 

Surplus: 

Capital surplus. 

Earned surplus: 

Appropriated to reserve for possible future inventory 
price declines and other contingencies . . . . 

Unappropriated (note 4). 


January 1 
1949 

$ 3,064,175 
197,318 

231,823 

107,353 

43,652 

91,553 

474,381 

1 , 629,628 

100,000 

5,465,502 


5,650,000 

100,000 

5,550,000 

86,438 


2,820,000 

2,000,000 

4,820,000 


1.668.297 

6.488.297 

1,717,538 


600,000 
5,381,213 
7,698,751 
14,187,048 
$ 25,288,988 


(See accompanying Notes to Financial Statements ) 


December 27 
1947 

$ 3,110,999 
248,369 

225,061 

111,308 

41,589 

68,047 

446,005 

1,617,419 

100,000 

5,522,792 


5,750,000 

100,000 

5,650,000 

71,853 


2,880,000 


2,880,000 


1.544.720 

4.424.720 

812,582 


600,000 
4,670,268 
6,082,850 
10,507,570 
$ 21,752,215 
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OF SURPLUS 


For the Fiscal Years ended January 1, 1949 (53 weeks) 
and December 27, 1947 (52 weeks) 

FISCAL YEAR ENDED 


Capital Surplus: 

Balance at beginning of year. 

Add: 

Excess of net proceeds from sale of 49,431 shares of common stock over par value 

thereof, less expenses in connection with sale ($44,988). 

Excess of par value over cost of 1,200 shares of cumulative preferred stock, 4% 
series, retired through sinking fund. 

Balance at end of year. 

Earned Surplus—Appropriated to Reserve for Possible Future Inventory Price 
Declines and Other Contingencies: 

Balance at beginning and end of year. 

Earned Surplus—Unappropriated: 

Balance at beginning of year. 

Net profit for the year ... . 

Deduct : 

Cash dividends paid: 

Cumulative preferred stock: 

4% series. 

5% series . . 

Common stock. 

Commission, discount and expenses in connection w'ith sale of 40,000 shares of 

cumulative preferred stock, 5% series.• 

Premium paid on 1,200 shares of cumulative preferred stock, 4% series, retired 
through sinking fund .... . 


Balance at end of year 


January 1,1949 
(53 Weeks) 

December 21,1947 
(52 Weeks) 

$ 812,582 

$ 812,582 

894,201 

— 

10,755 

-- 

$ 1,717,538 

$ 812,582 

$ 600,000 

$ 600,000 

4,670,268 
2,356,370 
7,026,638 

3,387,232 

2,403,471 

5,790,703 

113,900 

62,529 

1,309,923 

1,486,352 

116,198 

1,004,068 

1,120,266 

159,073 

— 

— 

169 

1.645,425 
$ 5.381.213 

1,120,435 
$ 4,670,268 


NOTES TO FINANCIAL STATEMENTS 


(1) Inventories : 

Inventories of merchandise in warehouses, bakeries and retail mar¬ 
kets represent physical inventories priced at the lower of cost or 
market, cost being determined by the first-in, first-out method and 
market by current replacement cost. Stores inventories have been 
determined on the basis of centrally controlled perpetual inventory rec¬ 
ords of the retail selling value of merchandise at each store, less a 
percentage calculated to reduce such retail value to the lower of cost 
or market. The amounts shown by the perpetual inventory records 
have been substantiated by physical inventories at retail taken periodi¬ 
cally throughout the year. Supplies are stated on the basis of physical 
inventories priced at cost. 

(2) Sinking Fund Debentures : 

On January 5, 1949, the company sold for cash at face value 
$750,000 principal amount of 3*/2% sinking fund debentures (series 
B), and applied the proceeds to increase working capital. Sinking 
fund instalments in respect of such debentures are due annually in¬ 
creasing from $35,000 in 1950 to $45,000 in 1962; the balance, $220,000, 
is due on April 1, 1963. No further restriction on the payment of 
dividends on common stock, as set forth in note (4), is imposed 
under the supplemental indenture covering these debentures. 

(3) Preferred Stock : 

(a) Holders of the cumulative preferred stock are entitled to pref¬ 
erences in liquidation or redemption in the following amounts, to¬ 
gether with accrued unpaid dividends: voluntary liquidation or re¬ 
demption on or before September 1, 1950 (4% series) and on or be¬ 
fore March 1, 1953 (3% series), $52.50 per share (aggregate at Jan¬ 
uary 1, 1949 : 4% series, $2,961,000; 5% series, $2,100,000), such price 
thereafter diminishing fifty cents per share each five-year period until 
September 1, 1970 (4% series) and March 1, 1973 (5% series) after 
which dates the redemption price is $50 per share; involuntary liquida¬ 
tion, $50 per share (aggregate at January 1, 1949: 4% series, $2,820,000; 
5% series, $2,000,000). 

(b) The company is obligated to set aside sinking funds for the re¬ 
demption of the cumulative preferred stock as follows: 

4% series: to be set aside on or before March 1 and September 1 of 
each year in amounts sufficient to redeem 600 shares semi-annually. 
5% series: to be set aside on or before May 1, 1949, and on or 
before May 1 of each year thereafter, in an amount equivalent to 
5% of the excess of the company’s adjusted net income (as de¬ 
fined) for its next preceding fiscal year over the sum of $1,500,000; 
provided, however, that the amount set apart for such sinking 
fund shall not exceed $100,000 for any fiscal year. 

Sinking fund redemptions on or before September 1, 1950 (4% series) 
and on or before March 1, 1953 (5% series) may be effected at 
$51.25 per share (plus accrued dividends), such price thereafter 
diminishing twenty-five cents per share each five-year period until 


September 1, 1970 (4% series) and March 1, 1973 (5% series) after 
which dates the redemption price is $50 per share. 

Maximum payments to the sinking fund required during the fiscal 
year 1949 presently aggregate $87,414. 

(4) Earned Surplus : 

(a) The terms of the indenture covering the 3% sinking fund deben¬ 
tures impose certain limitations upon the financial activities of the 
company, including restrictions as to the payment of dividends on 
common stock (other than stock dividends) or the purchase or retire¬ 
ment of its capital stock (other than from the proceeds of sale of 
other shares of capital stock and other than purchases and retirements 
through the operation of the preferred stock, 4% series, sinking fund) 
if such action would impair the specified ratios of current assets to 
current liabilities, working capital or undistributed earnings beyond 
stated limits. 

(b) The terms of issuance of the cumulative preferred stock limit the 
payment of dividends on common stock (other than stock dividends) 
to $1,500,000 in excess of net earnings after December 27, 1947 re¬ 
duced by dividends accrued on preferred stock after that date; pro¬ 
vided, however, that no such dividend may be paid unless after giving 
effect thereto, the net current assets will be at least 75% of the sum 
of (1) the funded indebtedness and (2) the aggregate involuntary 
liquidating value of all outstanding preferred stock. 

(c) Of the unappropriated earned surplus at January 1, 1949, an 
amount of $3,006,619 is restricted under the provisions set forth in 
(a) and (b) above. 

(d) The company has filed claims under the excess profits tax relief 
provisions of the Internal Revenue Code which are not reflected in the 
anincial statements. No estimate is made as to the amount of tax 
benefits, if any, which may result therefrom. 

(5) Employee Retirement Plan : 

As of July 1, 1948, the company adopted a trusteed retirement plan 
for the benefit of eligible employees, including officers, the cost of 
which is borne by both the company and the covered employees. The 
cost of past service benefits, to be paid entirely by the company over a 
twenty-year period, is estimated on an actuarial basis to approximate 
$2,421,380. The total annual contribution of the company is presently 
estimated at $365,554, of which $121,069 relates to past services, while 
the employees’ contributions are presently estimated to total $83,904 
annually. The statement of profit and loss for the year ended January 
1, 1949, includes charges amounting to $192,777 representing the com¬ 
pany’s contribution for the six months during which the plan has been 
in existence. Of such amount, $60,534 is in respect of past services 
and $132,243 relates to current services. 

While the company expects to continue the plan indefinitely, the right 
to modify, amend or terminate the plan has been reserved. Upon term¬ 
ination, the entire amount theretofore contributed under the plan must 
be applied to the payments of benefits to participants and/or their 
beneficiaries. 
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